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Southwestern Bell Telephone Company, by its attorneys,

files the following comments in response to the Federal

Communication Commission's (Commission) Notice of Proposed

Rulemaking (NPRM) regarding the accounting and ratemaking treatment

for the Allowance for Funds Used During Construction (AFUDC).\ In

the NPRM, the Commission recommends modifications to Parts 32 and

65 of its rules to provide for the use of a Revenue Requirement

Offset Method2 for both short term and long term construction and

to provide for interest capitalization pursuant to Generally

Accepted Accounting Principles (GAAP). 3 Part 32 conformance to

GAAP enables regulated carriers to report their results on a basis

that is consistent with reporting by non-regulated entities in

similar technological and competitive environments. Thus, SWBT

supports the following Commission proposals:

1) elimination of the long term/short term dichotomy for
plant under construction;

\ The Accounting and Ratemaking Treatment for the Allowance for
Funds Used During Construction, CC Docket No. 93-50, Notice of
Proposed Rulemaking (Released March 22, 1993).

2 See, NPRM at para. 2.

3 NPRM at para. 17.
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2) capitalization of AFUDC at the cost of debt on all
construction;

3) inclusion of all plant under construction in the rate
base; and

4) application of the amount of AFUDC capitalized as a
revenue reduction requirement for the period it is
capitalized. 4

Since the adoption of Part 32 the Commission has

consistently demonstrated its support for regulatory accounting

adherence to GAAP. The Commission's proposal corrects the current

inconsistency between regulatory application and GAAP, and thus

furthers the Commission's policy of implementing GAAP to the extent

possible consistent with regulatory needs.

The current regulatory application of AFUDC differs from

GAAP in two important respects. First, for regulatory purposes

AFUDC is currently applied only to long- term construction proj ects;

short term construction is excluded. GAAP, however, requires

application of AFUDC to II assets that are constructed or

otherwise produced for an enterprise's own use .. II 5 Statement

of Financial Accounting Standards No. 34 (SFAS 34) does not

distinguish between long-term and short-term construction; it

applies capitalization principles to all construction.

The second difference between current regulatory

application of AFUDC and GAAP is the interest rate calculation.

For regulatory purposes, AFUDC is currently calculated using the

prime rate. SFAS 34 requires that AFUDC IIshall be based on the

4 NPRM at para. 17.

5S FAS 34, Capitalization of Interest Cost, para. 9a.
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rates applicable to borrowings outstanding during the period". 6

Thus, GAAP requires using a company's specific cost of debt to

compute AFUDC.

SWBT supports the Commission's efforts to reach a

balanced approach with the various methodologies of dealing with

AFUDC for accounting and ratemaking treatment. The primary

component of the proposed method over the current method results

from the elimination of the short term/long term dichotomy for

plant under construction.

following:

The proposed method accomplishes the

1. Interest would be capitalized for all plant under
construction, creating a capitalization methodology that
is fully consistent with GAAP.

2. Interest capitalized during construction will be
depreciated for all construction where as the current
method only allows depreciation on interest capitalized
on long term construction.

3. All plant under construction will earn a return on
investment, whereas currently only short term
construction earns a return on investment. The
Commission's proposal thus allows the regulated entity to
earn a rate of return on the total investment.

4. The proposed Revenue Requirement Offset Method requires
the amount of the AFUDC capitalized to be included as
income for ratemaking purposes (above the line) and thus
offsets the revenue requirement generated by the above
three points. The proposed method serves to offset the
revenue requirement determination for the development of
rates for services. This is necessary because all plant
under construction will be included in the rate base.

As a result of the above points, the Commission's overall AFUDC

treatment is in the best interest of all parties.

6SFAS 34, para. 13.
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The Commission's proposal further eliminates

inconsistencies between regulatory application and GAAP, where

appropriate. Therefore, SWBT supports the Commission's proposed

changes in the accounting and ratemaking treatment for AFUDC.

Respectfully submitted,

SOUT~~RN ~EL~ELEPHONE COMPANY
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~Jam~Taylor
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Bruce E. Beard
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